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FRANKFORT-ON-THE-MAIN : 
A STUDY IN PRUSSIAN COMMUNAL FINANCE 
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PART I 

This study, undertaken with a desire to learn 
something of the finances and the financial adminis- 
tration of the Prussian municipalities, has resolved 
itself in large part into a special study of the financial 
system of the city of Frankfort-on-the-Main. There 
are several reasons, both general and particular, 
which seem to justify the selection. To cite first 
a general consideration: it appeared better to concen- 
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trate the attention upon one city, rather than to 
summarize cursorily the sources of income and the 
character of the expenditures of a large number of 
cities, showing bewildering, tho frequently unimportant, 
variations in detail. Furthermore, such a special 
study can be made to subserve a general purpose, 
for, despite the, in many respects, large powers of 
the Prussian communities, they are all subject to 
the provisions of the Kommunalabgabengesetzi which 
prescribes far-reaching regulations and restrictions 
in matters of financial legislation. As a result, there 
has been brought about a measure of uniformity 
which is at any rate sufficiently great to enable one 
in a specific instance to detect marked " variations 
from the norm." 

There remain to be stated the particular reasons 
why Frankfort-on-the-Main was selected for purposes 
of investigation. In the first place, the city, under 
the guidance of an able and energetic mayor (i. e. 
the Oberbiirgermeister), a student of finance, holding 
very decided opinions concerning matters of municipal 
taxation, has made some unique experiments in the 
taxation of real estate, and has itseK engaged in real 
estate operations of impressive magnitude. Likewise 
in the development of municipal industries, in the 
extensive control acquired through ownership of 
public service corporations, the city affords material 
of especial interest. In fact it may be asserted in 
advance that although Frankfort probably possesses 
no institutions that are not common to a greater or 
less number of other Prussian cities, it presents from 
the point of view of variety and degree of development 
an advanced type of coramunal activity. For pur- 
poses of generalization this is all the better, as so 

• Hereafter abbreviated K A G 
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many more opportunities for comparison or contrast 
with the practices elsewhere prevalent are offered, 
and, at the same time, a very satisfactory composite 
picture for the study in hand is available. 

The independent, seH-sustaining character of the 
civic life is another advantage for present purposes. 
The municipality has not suffered the one-sided de- 
velopment of certain other rich residential cities, such, 
for example, as the Berlin suburbs; nor has its develop- 
ment been interfered with by the presence of central 
administrative activities, as in Berlin itself. More- 
over, Frankfort has had to contend with all the prob- 
lems that beset a rapidly growing city — one whose 
population has more than trebled in the course of 
thirty years (1880-1910), increasing over 43% during 
the decade from 1900 to 1910. In 1910, the city had 
414,576 inhabitants, in 1880, only 136,831.i Under 
such circumstances there is more Ukelihood of finding 
a progressive financial policy striving to adapt itself 
to local changes and to local growth. 

It may well be that the developed civic consciousness 
evidenced by the multifarious municipal activities 
of Frankfort is in part a product of its long and not 
remote past as a Free City. It has had centuries of 
independent poUtical development. It had the begin- 
nings of a separate communal administration before 
the close of the Hohenstauffen period. Its position as 
an Imperial City (Reichsstadt) was assured before the 
end of the fourteenth century, and in the fifteenth, 
it had attained to poUtical and commercial importance 
of the first rank. The partial loss of its prestige as a 
great trading center was later recompensed by the 
world wide prominence which the Rothschilds acquired 

» Statistische Jahresttbersichten der Stadt Frankfurt a. M. Ausgabe, 1910-11, 
p. 11. Part of this increase is due to the incorporation of suburbs, 31,400 due to the 
incorporation of 11 suburbs, April 1, 1910. 
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during the Napoleonic Wars.* Primarily through 
their operations, the city became an important inter- 
national banking and stock-exchange center — a posi- 
tion which it held during the first half of the nineteenth 
century. The incorporation of the city into the 
Prussian monarchy came in 1866, at the time of the 
war with Austria, and since then the ever-increasing 
centraUzation of economic as well as administrative 
activities in Berlin has, of course, detracted from Frank- 
fort's one-time unique position as an international 
banking center. Nevertheless the banking interests 
still play an important r61e, and on account of its 
expanding trade and commerce the city has also to 
be reckoned with. Such a history can fairly be expected 
to give to the inhabitants a somewhat greater initiative 
than is usually found, and to make them readier to 
assume new administrative responsibihties involving 
large expenditures. 

A consideration of the main provisions of the K. A. G.^ 
is an indispensable introduction to any study of Prus- 
sian communal finance, whether it be of a general or 
of a special nature. The law, which was passed 
July 14, 1893, and went into effect April 1, 1896, 
introduced changes of unquestioned moment into 
the tax systems of both state and communal govern- 
ment. The state, which had previously drawn a 
revenue from four distinct sources of direct taxation: 
general incomes (Einkommensteuer), incomes from 
land-holdings (Grundsteuer), incomes from buildings 

• Gescluchte der Handelskammer zu Frankfurt a. M. (1707-1908). Last section 
especially. 

' Cf . Konuuunalabgabengesetz, edited by Adickes and Woell, Berlin, 1911 ; also cf. 
Schriften des Vereins fttr Socialpolitik, No. 127.1, 1910, " Die Bntwicklung des Ge- 
meindeabgabenwesens in den preussischen Stadten unter der Herrschaft des Kom- 
munalabgabengesetzes " by O. Landsberg. Also cf. Schriften des Vereins fUr Social- 
politik, No. 126 (1908) " Das heutige Gemeindebesteuerungssystem in Preussen unter 
besonderer Bertacksichtigung des Westens der Monarchie " by E. Scholz. 
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(Gebaudesteuer), and from trades (Gewerbesteuer), 
relinquished its right to the three last named taxes 
in favor of the communities. As a means of supplement- 
ing the proceeds from the sole remaining direct tax, 
a new supplementary tax (Erganzungssteuer) was 
introduced — a general property tax, whose rates 
are very low, however, the primary aim being to 
reach funded incomes, which had hitherto escaped 
special taxation.' It was hoped by freeing lands, 
buildings, and trades from taxation by the Prussian 
government that the local political units would be 
encouraged to draw more heavily upon these sources 
and to Ughten the excessive, in some instances well- 
nigh unendurable, inroads which they were making 
upon the incomes of their citizens through the income 
tax. Richard Kaufmann in his book. Die Korrir 
munalfinanzen, gives certain statistics to illustrate 
the inequality of the burden of direct taxation in the 
cities, prior to the passage of the K. A. G.^ In cities 
with over 10,000 inhabitants (1891-92) the local taxes 
amounted to 127,900,000 marks, of which sum 103,- 
900,000 m. (81 i%) was raised in the form of a general 
income tax, and only 16,700,000 m. (13.1%) from 
the other three sources of direct taxation.' Of the 
206 cities belonging to this group, 58 raised an income 
tax varying in amount froiQ. 200 to 300 per cent of 
the sum demanded by the state in the taxation of 
incomes, while 13 levied a tax exceeding 300 per cent 

1 With this end in view, the tax rate is naturally low, the tax begmmng with prop- 
erty valued at more than 6,000 m to 8,000 m. (inclusive) (tax 3 m ) and riamg until 
it reaches 30 m for 60,000 m -70,000 m Property valued at over 200,000 to 220,- 
000 m. (inclusive) pays a tax of 100 m., and for each further 20,000 m or fraction 
thereof an additional tax of 10 m is imposed. As will be seen, the tax rate is not 
progressive 

Cf. Erg&nzungssteuergesetz, which went into effect April 1, 1895. 

s Cf Richard v. Kaufmann, Die Kommunalflnanzen, vol. li, p. 297. Leipzig, 1906. 
* In the smaller cities the situation was not very different. 
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of the state imposition. For these last named 13 
cities, for example, that meant payment of more than 

16 per cent of the assessed income to state and local 
authorities in the case of incomes subject to the 
highest rate; and for all incomes of 9,500 m. or more, 
taxes exceeding 12% of the total income. Of the 58 
cities previously mentioned, 18 raised no land tax, 

17 no house tax, and 38 no trade tax. 

In order to protect its own sources of revenue, 
and at the same time to insure a partial shifting of 
the burden of communal taxation, the state has made 
provision in the K. A. G. for the maintenance of a 
certain balance among the various forms of direct 
taxation. Such part of the financial need as has not 
been covered by indirect taxes,^ fees (Gebiihren) and 
special payments or assessments (Beitrage) must be 
distributed as follows.^ The proceeds of the so-called 
" Realsteuem " {i. e. the taxes on the income from 
lands, buildings, and trades), estimated as percentages 
of the amount that would have been raised by the 
state under the state tax laws, must represent a per- 
centage addition at least equal to, and at most one 
and one half times as great as, the percentage addition 
to the state income tax. That is, if a community 
imposes a 100% super-tax (Zuschlag) upon the state 
income tax, the other direct taxes must amount to at 
least 100% and at most to 150% of the sums that 
would have been collected by the state had it con- 
tinued to raise the land, building, and trade taxes.^ 
So long as these last-named taxes do not exceed 100% 
of the state tax, the income tax need not be drawn on 

1 K. A. G , § 1, § 2. 

* Cf. K A. G , § 54 to § 60. Verteilung des Steuerbedarfs auf die versohiedenen 
Steuerarten. 

* Cf . later disctissiou concermng these taxes. 
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by the communities, or it may be assessed for less 
than 100% of the state tax. If the " real " taxes 
are burdened with a super-tax exceeding 160%, and 
the local income tax has reached 150% of the state 
tax, it is thereafter permissible to raise the additional 
amounts in such wise that for each 1% addition to 
the " real " taxes, an addition of 2% may be made 
to the income tax. For example, if the " real " taxes 
equal 175%, the income tax cannot be less than 116|%, 
and it may go as high as 200% of the state tax. As 
a rule the " real " taxes are not to exceed 200% of 
the revenues collectible under the previously existing 
state taxes. ^ Deviations from these rules distributiag 
the tax burden must receive the approval of designated 
state officials, and are only to be permitted for special 
reasons. Furthermore, the " real " taxes are to be 
drawn on for equal percentual additions to the several 
state taxes. Here arises a difficulty: the communities 
are permitted a considerable latitude in the introduction 
of special taxes on land, buildings, and trade,^ and where 
such exist, the probable returns can only be estimated 
and then expressed as percentages of the amounts 
that would have been raised under the state taxes. 
Such calculations will, of course, be subject to error, 
and furthermore, the retm-ns from year to year may 
vary considerably. Happily, exceptions to the last- 
mentioned rule of apportionment are likewise per- 
missible, for special reasons, by authority of the 
Minster of the Interior and the Finance Minister. 
As a matter of record the state has been ready enough 
to recognize the existence of special reasons for modi- 
fying all these complicated rules of apportionment; ' 

1 The exceptions to this rule are, however, numerous. 

2 Cf. K. A. G., § 25 and § 29. 

» iDr. Freund, Mimateriuin des Innem.1 The aim is to prevent too heavy taxation 
of incomes. Otherwise, no very set rules are followed 
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but the fact remains that it is invested with such wide 
powers of supervision that it would appear possible, 
were the state authorities so minded, to refuse to approve 
any or all the special laws which the communities 
are conceded the right to pass. 

In the case of the income tax, the communal bodies 
are generally confined to the levying of percentage 
additions to the state tax, and that without alteration 
of the income classification; * that is, if a city raises 
for its own use an addition of 200% to the state tax, 
it must take from each tax payer 200% of the sum 
for which he is assessed by the state, irrespective of 
the size of his income, be it 900 or 100,000 marks. 
As critics have pointed out, the result is a dispropor- 
tionately heavy addition to the burden borne by the 
smaller incomes, for, altho as a matter of percentages, 
the relations remain unaltered, the additional absolute 
sum to be paid is much more hardly defrayed out of the 
slender free income of the smaller tax payer than is 
the absolutely much larger sum demanded of the 
well-to-do tax payer. Nevertheless, the K. A. G. 
expressly forbids the cities to make changes in the 
tariff in favor of the smaller incomes, while admitting 
the possibiUty, with the approval of the state, of alter- 
ing the tariff to the disadvantage of the lower income 
classes.^ The reason for this prohibition lay, no 
doubt, in the fear that the cities might be induced to 
levy too heavily upon the higher incomes, thereby 
increasing the incentive to evasion of tax payments 

> K. A. G., § 36. 

2 This clause probably has no practical importance The state would hardly give its 
consent to any change that would alter the existing tax lates at the expense of the less 
well-to-do. In no case can the rate of taxation be higher for the lower than for the 
upper income classes Cf K A G , § 37 It is provided that special mcome taxes, 
existmg at the time of the passage of this law, may for particular reasons be approved, 
even tho not m conformity with the provisions of the law. The special mcome tax 
of Frankfort will be discussed later 
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and consequently diminishing the returns received by 
the state from this source. 

Since the Prussian communities, with the exception 
of a few favored cities, among them Berlin and certain 
of its suburbs, such as Charlottenburg and Deutsch- 
Wilmersdorf, still raise local income taxes in excess, 
frequently very much in excess of 100% of the state 
tax, the state has extensive powers of supervision, as, 
according to the provisions of the K. A. G., all such 
super-taxes require the approval of specified state 
officials. 

Altho the Prussian state has ceased since 1883 to 
tax incomes under 900 marks, the communities are 
still permitted to draw on the lesser incomes with the 
reservation, however, that the tax shall not exceed, 
and may be less than certain sums expressly specified 
in the law.* Surprising tho it may seem, the cities 
take advantage of these permissive clauses, frequently 
taxing incomes of not more than 420 marks per year 
(roughly $105). The incomes ranging from 420 to 
660 marks were tax free (in 1910) in only 24 cities. 
There were just 16 cities which taxed no incomes under 
900 marks.2 

The other direct taxes which today are much more 
important som-ces of income to the Prussian cities 
than formerly (i. e. the Grund-, Gebaude- and Gewer- 
besteuern) were, as has been said, relinquished by the 
state in favor of the communal bodies.' The existing 
machinery for the assessment of these taxes was, how- 
ever, retained. This reform of 1893, therefore, effected 
a separation of state and communal revenues in all 

« K A G , § 38. Tax up to and including 420 m.: f % but not to exceed 1.20 m. 
420-660 m. (inclusive) 2.40 m. Over 660 m : 4 m 

2 Cf. Kommunales Jahrbuch, 1911-12, p. 630. 

» Cf. Geseti wegen AufUebung direkter Staatssteuem vom 14. Juli 1893 (Preusaen) . 
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cases save that of the income tax/ and excluded thereby 
from collection for state purposes, taxes, which, in their 
nature, however carefully administered, could not be 
made consonant with the principles of justice when 
applied to so extensive an area as the Prussian state. 
The taxes on lands, buildings, and trade were very 
nearly pure types of objective taxation, levied on 
incomes from particular objective sources of revenue, 
without regard to the individual circumstances of the 
tax payer — so much so, that debts, mortgages, etc., 
give no ground for exemptions or deductions. The 
land tax,^ for example, was originally so levied as to 
bring in a fixed absolute sum, the amounts to be con- 
tributed by the various land owners being contingent 
upon the productivity of the several parcels, regard 
being had to the manner of cultivation and the quaUty 
of the soil. The measure of productivity was as 
impersonal as possible — the average that could be 
obtained from similar property assuming an ordinary 
degree of ability and usual methods of cultivation. 
Even the smallest and most mortgage burdened prop- 
erties cannot escape under such a system. 

The tax on buildings (Gebaudesteuer) ^ was also 
levied according to objective use value. In those 
cities and locaUties where the majority of houses were 
rented, the income (use value) of the buildings includ- 
ing the courts or gardens appiirtenant was to be 
measured by the average yearly rental obtained during 
the preceding 10 years. In the country districts, 
other measures had, of course, to be employed, as 

1 The Erganzungssteuer is reserved absolutely to the state 

2 Of. Gesetz, betreffend die anderweite Regelung der Grundsteuer, 21. Mai 1861. 
Berlin, 1861, Amtliohe Ausgabe. 

* Gesetz, betreffend die Einftihrung einer allgemeinen Gebaudesteuer. 21. Mai 
1861. Berlin, 1861, Amtliohe Ausgabe 
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size, construction, relation to land-holdings, etc. For 
dwellings, the tax was 4% of the so-estimated use-value, 
for buildings employed for business or industrial 
purposes, 2%. The law did make provision for certain 
reductions where the returns were very slight and for 
exemptions in case a building remained unrented an 
entire year. 

The trade tax (Gewerbesteuer) ^ which was reformed 
in 1891 made much more allowance for individual 
differences, losing the character of a rigidly objective 
tax, altho the law still made no deductions for interest 
on debts incurred for business purposes. 

It is clear that under such a system inequalities 
and hardships must have been great and frequent, 
increasing in proportion as modem credit relations 
began to play an important r6Ie in agriculture and 
industry. The transfer of these taxes to the com- 
munities has a certain justification, theoretical and 
practical, even where the rigidity of the older state 
laws remains unaltered. The difficulties of correct 
assessment are much less on the one hand, and on the 
other the failure to make allowance for subjective 
differences can be more convincingly defended by 
appeal to the benefit theory of taxation than under 
the older system of state-wide taxation. As a matter 
of fact, the K. A. G. permits the introduction of special 
taxes on lands, buildings, and trade or business under- 
takings, measured by practically any standards which 
the communities choose to adopt. It becomes possible, 
therefore, to consider the disabiUties of individual 
tax payers, to grant exemptions, to make frequent 
revisions of assessments, etc. But no special tax can 
make very full allowance for such subjective individual 
differences, nor would it be considered desirable that 

1 Gewerbesteuergesetz vom 24 Juni 1891 (Preuasen), 
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it should. Indeed, the particular taxes under dis- 
cussion represent a deliberate, tho partial, applica- 
tion of the principle of taxation according to benefits, 
in contradistinction to the general income tax, based 
primarily upon ability to pay. As the cities may 
assess owners of adjacent property to help defray 
the costs of laying a new street, why, it is asked, may 
not these special taxes be regarded as payments (in 
the nature of assessments) for special benefits which 
the real estate owner or the shop-keeper, for example, 
derives from the existence of certain communal activi- 
ties, which increase the rents of his land or the returns 
from his business, as the case may be ? 

In the rules laid down for the appUcation of the 
proceeds of the various taxes, one is again aware of 
the emphasis placed upon the regulation of taxation 
with reference to benefits received. The proceeds 
of the income tax, for example, are to be used as far 
as possible to defray such expenses as inure to the 
benefit of the whole body of the citizens; for example, 
the costs of the schools, poor and sick relief, public 
safety, general administration.' The returns of the 
other taxes are to be devoted to purposes which are 
especially advantageous to house and land owners, 
business and industrial interests. For outlays made 
for the sake of all, but inuring especially to the advan- 
tage of owners of real property, as, for example, expen- 
ditures for canalisation and for the fire department, 
both the income tax and the " real " taxes are to be 
drawn upon. Of course these rules are by no means 
hard and fast, nor could they be, especially as outlays, 
which in certain cities may fairly be said to be under- 
taken for the benefit of the whole people, are elsewhere 

* The state tries to provide that J of such expenditures, at any rate, shall be met by 
the proceeds of the income tax. [Dr. Freund]; also, Anweisung zur Ausfiihrung des 
K. A. G. vom 10. Mai 1894. 
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of distinct advantage to especial interests. These 
provisions serve, however, as a guide to the central 
authorities in determining whether or not a city is 
justified in increasing the income from this instead of 
that taxable source; and the approval of a tax ordi- 
nance may be refused on the ground that these principles 
have been ignored in distributing the burden of taxa- 
tion. 

The communities are also empowered to levy certain 
indirect taxes,^ altho the Imperial law of 1902,^ which 
went into force in 1910, has severely limited the field 
of indirect taxation, so far as excise taxes are concerned. 
But it must be kept in mind that in Prussia the dis- 
tinction between direct and indirect taxes is, for 
administrative purposes, a formal one, depending 
upon the way the tax is levied — whether it be a 
regularly recurrent imposition, levied by means of 
assessment rolls of names, or a payment dependent 
upon particular acts or circmnstances, and levied by 
means of tariffs or schedules of charges.' The admin- 
istrative classification by no means corresponds with 
the best scientific usage, which bases the distinction 
between direct and indirect taxes upon the determina- 
tion of their incidence. In Prussia, for example, the 
increment tax is classified as indirect,* notwithstanding 
the firm belief of its advocates that the tax cannot 
be shifted by the original land owner to a subsequent 
purchaser. Indeed, its non-shiftabiUty is regarded 
as one of its prime virtues, barring which, it fails of 
its main purpose. 

The K. A. G. also endeavored to increase the returns 
from fees and special assessments, not only by per- 

> K. A. G, § 13. 
2 ZoUtanfgesetz, 25. Dez. 1902. 

« Cf. C. J. Bullock, " Direct and Indirect Taxes," Pol. Sci. Quarterly, vol. 13, pp. 
463*464, for discussion of this administratire ctassification, prevalent in Europe, 
* Cf. K. Brunhuber, Die Wertzuwachssteuer, p. 54, Jena, 1906. 
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missive clauses, but by enjoining the collection of 
special payments in particular instances. But these 
sections of the law can best be elaborated in connec- 
tion with a discussion of the development in Frankfort, 
where the fee system has attained an especially interest- 
ing degree of refinement. 

As has been explained, the Prussian law regulating 
the taxation of incomes for the benefit of the state 
Ukewise furnishes the basis for all communal income 
tax ordinances. It is therefore necessary to examine 
its provisions in some detail in order to understand 
the tax system of any particular community. ^ The 
machinery for assessments and collections has been 
called into being by the state, and for purposes of 
communal taxation, a mathematical calculation prac- 
tically suffices.^ The method of assessing, based on 
official estimates and personal declarations, is in marked 
contrast to the English practice of collection at the 
source when possible.^ The respective merits of the 
two systems have long been the subject of controversy. 
Does or does not the German system accomplish 
its purpose as effectively ? Are evasions greater or 
less ? One can only draw inferences, as who can 
estimate the extent of evasions, where the possibility 
of concealment exists? There are constant complaints 
that the larger incomes escape, and efforts are at 
present being made to increase the penalties for false 
declarations, substituting imprisonment for money 
fines, and further requiring employers to give the names 
and addresses of those of their employees having 

' Cf Einkommensteuergeaetz und Erganzungssteuergeaetz, in der FassungvomlQ. 
Juni 1906 (with changes mtroduced June 18, 1907 and May 26, 1909) 

2 Of coiu^e there la not absolute identity of the tax paying individuals The state 
may sometimes leave free, where the local units tax, and vice versa. 

' For an account of changes in the English law, which necessitate a partial aban- 
donment of the principle of stoppage at the source Cf. ERA. Seligman, " Recent 
Tax Reforms Abroad, I," Pol Science Quarterly, September, 1912, pp. 467-458 
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incomes exceeding 3,000 marks. ^ (Returns are already 
required for those having lesser incomes.) It has also 
been suggested that compulsory book-keeping be 
introduced for all persons having incomes exceeding 
a certain specified sum, say 3,000 marks. An examina- 
tion of the declarations now required of the tax payer 
almost convinces one that accurate returns are impos- 
sible without resort to some such proceeding, and yet 
to expect that every man whose income reaches a 
certain sum will be able to book his letums and expen- 
ditures properly is to assume a high degree of general 
intelUgence on the part of the citizens. 

The administrative machinery for the assessment of 
the tax is compUcated.^ In the first place there is 
a commission of preliminary estimate (Voreinschat- 
zungskommission) which is composed of certain mem- 
bers appointed by the central government, and 
others elected by the local assembUes. The members 
hold their positions 6 years, every 3 years one-half 
the number rehnquishing office. The elective members 
(constituting the so-called " greater half ") are as 
far as possible to represent various classes of income. 
This body examines tax lists, secures information 
through its chauman concerning tax payers, and 
definitively fixes the sums to be demanded of those 
receiving incomes between 900 and 3,000 marks. For 
this group of tax payers, a personal declaration is 
not required.' The completion of the assessments is 
made through the Veranlagungskommission (assess- 
ment commission), similarly composed of elective 
and appointive members. The chairman has to secure 

1 Cf. Einkommensteuemovelle, IS. Jan. 1912. 

5 Cf. ibid., § 32 to § 43. 

« The tax payers witli these smaller incomes numbered 16,710,000 out of a total 
of 19,000,000 persons subject to the income tax m 1910. 
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as full information as possible concerning the property 
and income of the tax payer. Those persons whose 
income is thought to exceed 3,000 marks can be ordered 
to return a declaration. Whenever an income state- 
ment appears doubtful, state and communal ofl&cials 
have the right to inspect books, documents, deeds, 
records, etc.,* and to make excerpts. The tax payer is 
first given an opportunity, however, to explain obscuri- 
ties and present proofs. If the commission, after ques- 
tions and examinations, is still doubtful, it can take the 
responsibility of estimating the amount of the income 
itself.^ Probably this method works better in Prussia 
than it would in other states in which ofl&cial inquiry 
into private affairs is not recognized as so much a 
matter of course, and the pubhc conscience has not 
been subjected to such hard training. American 
experience with the general property tax, with the result- 
ant practical immunity from taxation of personalty, 
makes one suspicious of a system depending largely 
for success upon the co-operation of the tax payer. 
In Prussia there exists apparently a disposition to 
believe that the system is, on the whole, adapted to 
the particular national conditions, however Uttle 
suited it may be to those of other countries. 

The Berufungskommission (commission of final 
appeal for tax payers with incomes under 3,000 marks), 
and the Oberverwaltungsgericht, the highest admin- 
istrative court, hear appeals in case of dispute. The 
latter court investigates merely the law, and does not 
revise the facts of the case.^ 

' An examination of the records of the city savings banks is not permitted, how- 
ever. A licensed evasion, to all appearances. 

2 The assessments for the Ergflnzungssteuer are made by this same commission 
without previous assessment by the Voreinschatzungskommission. There are, however, 
committees of estimate subject to the Veranlagungskommission. Cf, Erganzungs- 
steuergesetz, §§ 22 to 33. 

3 Einkommensteuergesetz, § 43 fif. 
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The declaration, which the tax payers are themselves 
required to fill out, provides for a separation of the 
returns from (a) capital investments, (6) lands, rentals, 
etc., including the rental value of a house occupied 
by its owner, (c) trade and industry, (d) other gainful 
occupations.^ Certain deductions are permitted: ^ for 
example, returns from inheritances, gifts, etc., of an 
extraordinary nature, sales of land (if the latter are 
not undertaken as a business or for purposes of specu- 
lation) are regarded as additions to the capital or 
property of the tax payer. The inteiest on mortgages 
and other debts is subtracted from the taxable income, 
and allowance is also made for necessary costs of 
maintenance of the income source, among other things, 
the sums " regularly " set aside for depreciation of 
buildings, machinery, etc., are to be deducted. As 
to just what percentage of income is to be carried to 
depreciation account is left to the tax payer to decide, 
and however conscientious he may be, the decision 
must be difficult. There are also certain individual 
personal exemptions — the amount paid out in taxes 
on land, buildings, business enterprises may be de- 
ducted to a smn equal to 100% of the state Grund-, 
Gebaude- and Gewerbesteuern (the " real " taxes) ; 
also payments for sickness, old age, accident, and life 
insurance to an amount not exceeding 1,200 marks.* 
Finally the so-called " Kinderprivileg " has led to 
reductions which deprive state and local governments 
of a very considerable revenue.* 

There are certain checks upon these returns pro- 
vided by the records for the Gewerbesteuer (trade 

1 Einkommensteuergesetz, § 6. ^ Ibid., § 8. 

' The maximum allowance is 600 m., for life insurance and 600 m. for all other 
forms of insurance. 

* Cf. Einkommensteuergesetz, § 19. 
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tax) and the Grundsteuer (land tax). The state 
continues, furthermore, in possession of its great land 
register (Grundkataster) which aids materially in 
verifying declarations of income obtained from land- 
holdings. For the income from capital investments, 
of coiu-se, individual statements must be relied upon 
largely, as well as in the case of salaried and profes- 
sional persons whose incomes are a very variable 
quantity. It is hard to conceive of a system under 
which such incomes would not in part escape their 
share of the tax burden, altho the funded incomes 
can be forced in part to contribute indirectly through 
taxation of corporations. 

Persons whose incomes are taxable in several dif- 
ferent communities are protected against double 
taxation in the following way. That part of the 
income derived from real property — lands, buildings, 
business estabUshments — is to be taxed for the benefit 
of those communities from which the income is drawn; 
the rest is taxable in the city or place of residence. 
The rate of assessment is, however, based on the total 
income and not on the amount locally received. If 
the proportion of income taxable in the place of resi- 
dence is less than one-fourth of the total, a full fourth 
can be taxed and afterwards corresponding deductions 
must be made from the returns to other communities.^ 

Stock companies (Aktiengesellschaften) are, curiously 
enough, dealt with as private persons.^ Like private 
persons, they may make deductions for the interest 
paid on their debts, as bond issues for example. Theo- 
retically, the practice is certainly unsound, altho 
it may work no great actual injustice in Prussia. 
Certainly in the United States where the working 
capital of so many corporations has been provided 

' K. A. G., § 49 ff 2 Einkommensteuergesetz, § 15- 
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either wholly or in part through bond issues, there 
seems no reasonable ground for such a distinction. 
However, questions as to whether the corporations 
might not be tempted to increase their bond issues 
as a means of reducing their tax payments, simply 
eUcited the reply that they show no such tendencies, 
interest rates being, in general, too high.^ Furthermore, 
as the laws governing incorporation contain severe 
provisions against stock watering, the need of supple- 
menting the capital stock by the proceeds of bond 
issues is not present. 

The corporate net returns, beginning with an income 
of 900 marks, are taxed at the same rate fixed for the 
income of private persons, with the reservation that 
for purposes of state taxation, a sum amounting to 
an interest return of 3|% on the paid-in share capital 
is permitted to go free." The owners of shares in 
such companies are forbidden to make deductions 
in their own tax declarations for the interest from 
such investments, and are to that extent subject to 
double taxation.' 

As the income tax is a subjective tax, designed to 
reach persons in proportion to their ability to pay, 
it seems ill-adapted to proposes of corporate taxation, 
there being no necessary connection between the 
opulence of the corporation, and the financial cir- 
cumstances of its individual members. In fact, such 
a tax even in the case of most prosperous corporations 

^ [Dr Freund, MinisterialdiFektor, Ministerium des Innem, and Professor Sering. 
Univ. Berlin.] 

2 For purposes of communal taxation this exiemption is not permitted. 

3 Companies with limited liability, but non-stock issuing (Gesellschaften mit 
beschrankter Haftung) are taxed at a somewhat higher rate by the state. But as 
compensation, the tax payer can deduct the income from such investments from his tax 
declaration made to the state For purposes of communal taxation, the owners, not 
the company, are taxed on their respective shares of the net returns, the returns being 
treated as income from trade or business sources. There seems to be no particular 
reason for treating these corporations in a different fashion from the stock companies. 
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may work positive injury by unduly burdening the 
smaller share-holders. If it be replied (as it is) that 
the tax is intended as a privilege tax, it can only be 
held to be an imperfect measure of the value of the 
privilege. A much better test for such a purpose is 
provided by the new Wisconsin income tax, which 
grades the tax progression, not according to the actual 
amount of the income but according to the amount 
of the income in relation to the size of the capital 
investment; ^ that is, a corporate income of $100,000, 
if it represent but a 4% investment is taxed at a lesser 
rate than a $10,000 income representing a 6% return. 
As a privilege tax, the latter proceeding is unques- 
tionably more logical. 

The general tax rate for private persons and for 
corporations, which begins with .6% in the case of 
incomes of 900 marks advances through ten classifica- 
tions to 2% for incomes of 3,000 marks, reaching 2.2% 
(4,200 m.), 3% (9,500-30,500 m.), and attaining its 
highest rate 4% for incomes of 100,000 marks or more. 
Since the " temporary " increase of 1909 incomes 
of 3,000 m. pay 2.2%; 4,200m., 2.4%; 9,500 m., 3.3%; 
30,600 m. 3.6% ; and 100,000 m. or more, 5%.^ As will 
be at once apparent, the progression is very unequal, 
and for the great intermediate income classes (9,500- 
30,500 m.) there practically exists no progression — 
indeed there is none under the fixed tariff, apart from 
the "temporary" (?) increases introduced in 1909. 
Furthermore, no distinction is made between funded 
and unfunded incomes, altho as has been suggested, 
the Erganzungssteuer may be regarded as providing 
for the special taxation of the former. Altho the tariff 

• Cf. T. S. Adams, " The Wisconsin Income Tax," American Economic Review, 
Dec. 1911. 

2 These temporary increases were only granted for 3 years. They will, no doubt 
have to be permanently incorporated into the law and the whole reworked. 
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is not high, it must be remembered that for purposes 
of estimating the burden borne by the tax payer, 
the percentages must always be doubled, frequently 
tripled, and sometimes quadrupled, since the com- 
munal income taxes have to be considered. Altho 
the communities are not permitted under the provisions 
of the K. A. G. to introduce anew special income 
taxes, nor to alter the rates of taxation to the dis- 
advantage of the larger incomes, special laws previously 
in force might be presented for approval. Such a 
special law exists in Frankfort-on-the-Main and pro- 
vides for marked reductions in the case of incomes of 
10,500 marks or less. Incomes up to and inclusive 
of 900 marks are tax-free. Those from 901-3,000 
marks are, on the basis of a 100% addition to the 
state tax, taxed at 70% of the normal rates; 3,001- 
6,000 marks at 80%; 6,001-10,500 marks at 90%; 
and for all higher incomes the regular tariff holds.* 
In other words, the progression is much more accen- 
tuated in Frankfort than in other Prussian cities,* 
which are expressly forbidden the introduction of a 
tariff which would make the progression greater than 
it is under the state law. 

Frankfort long figured among those fortunate com- 
munities which raised an addition of just 100% to 
the state tax, and that only for incomes exceeding 
10,500 marks. But the great and growing financial 
need has of late years necessitated a rapid rise in 
rates, an addition of 5% to the special tariff being 
followed by an increase in 1910 which brought the 
tax up to 142.8% of the original rates. Estimated 
in percentages of the state tax, the incomes from 901 

I Steuerordnung fur die Gemeindeeinkommensteuer- Burgeibuch der Stadt- 
gemeinde Frankfurt a. M.. Amtliche Atisgabe, June, 1906. 

* Altona also haa a special tax which admits of an increase in rates for the higher 
income classes. 
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to 3,000 marks (inclusive) are taxed by the city at 
99.96% of the rate fixed by the state. Incomes from 
3,001-6,000 marks pay at the rate of 114.24%; 6,001- 
10,500, 128.52%; and the higher mcomes, 142.8%. 
These percentages are based on the state rates in force 
prior to 1909, as the temporary increases cannot 
be taken into account for purposes of estimating local 
taxes.' Despite the recent changes, the citizens are 
as yet relatively favored. Of 37 among the larger 
Prussian cities, for example, which increased the income 
tax rate in 1910-11, 21 raised a tax either equal to or 
greater than 200%, in two instances amounting to 
275% of the state tax. Only 4 among them had a 
lesser tax than Frankfort, and in the case of Cassel 
(one of the 4) the percentages were lower only for 
the incomes above 10,500 marks.^ 

The persons taxed on incomes ranging from 901 to 
3,000 marks contributed 1,819,300 marks — the tax 
payers in this group numbering 98,359 (1910-11) — 
while the 4,394 tax payers with incomes exceeding 
10,500 m. contributed 8,756,800 m. out of a total of 
12,676,300 m.* Frankfort holds an exceedingly con- 
spicuous place among the Prussian cities because 
of the relatively great number of citizens enjoying 
large incomes. Indeed approximately 300 individuals 
with incomes exceeding 100,000 m. pay about one- 
third the entire income tax.* The amounts paid by 
corporate undertakings form a not inconsiderable 

1 Cf. § 9. Das Gesetz, betreffend die Bereitstellung von Mitteln zu Dienstem- 
kommenverbesserungen, vom 26 Mai 1909. 

2 Cf Kommunalea Jahrbuch, 1911-12, p 630 In the case of Coblenz, the per- 
centages were lower only for the incomes above 6,000 m. Cf. also Statiatische Jahres- 
libersichten der Stadt, 1910-11, p 110. 

• Statistische Jahresubersiohten der Stadt, p 109 The statistics give not the actual 
but the computed returns. They relate only to physical persons. 

' More exactly, 1910-11, 296 persons paid 3,222,800 m out of a total collected by 
the state from the citizens of 10,242,500 m (i e only from physical persons). Ver- 
waltungsbericht des Magistrata fur 1910, Bechnei-Amt, p. 45 of the separate publication. 
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part of the whole: 83 local companies, 145 foreign 
companies, 1 holding company, 13 registered associa- 
tions, 15 others, and the Prussian railway contributed 
altogether in 1910-11 a total of 2,502,200 m., the 
Prussian railway alone paying 269,400 m.^ The 
taxation of property belonging to the central govern- 
ment, as in this last mentioned instance, is of course 
to be justified on the ground that when the state 
has made productive investments, those communities 
which have additional burdens or responsibiUties 
imposed upon them in consequence are entitled to 
some compensation.^ 

Altho the income tax is now and undoubtedly will 
remain the most important single source of revenue 
for state and communal purposes, the communities 
have supplementary sources of revenue which, taken 
together, cover a variable but nevertheless large 
proportion of the total financial need. Frankfort, 
despite the reputation it has attained for dealing 
somewhat harshly with its land and real estate owners, 
and despite the complaints of the Chamber of Commerce 
(Handelskammer) anent the heaviness of such imposi- 
tions, obtains a relatively small amount of its income 
from this source. In 1910, for example, only 26.5% 
of the total tax-sum was met by taxation of land and 
buildings, including the transfer tax and the increment 
tax. In 1908, the proportion was somewhat greater: 
33%. In a list of 50 of the larger Prussian cities, 
graded according to the percentage of income obtained 
from this source of taxation, Frankfort stands twenty- 
fifth.' Altona obtains 61% of its returns from these 
taxes; Rixdorf, 57.6%; Schoneberg and Charlotten- 

1 Ibid., pp. 47, 48 of the separate publication (Sonderabdruclc). 

s K. A. G., 5 45 and § 47. 

» Kommunales Jahrbuoli, 1911-12, p. 643. 
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burg, 46.7% and 41.2% respectively; 14 other cities, 
over 30%. 

With a view to restraining undue speculation in 
city lands and with intent, furthermore, to reach in 
the form of a tax, some of the valuable properties 
that under the old system escaped wholly or in part, 
many German cities have ceased to tax real estate 
according to the amount of the yearly returns, and 
have taken advantage of the provisions of the K. A. G. 
permitting the introduction of taxes based on market 
value.i It is a truism to say that for city properties 
the capitaUzed value of such annual returns (if, indeed, 
any exist) may deviate to any extent from the selling 
value of the land, and irmnensely valuable tracts 
may be permitted to remain for years undeveloped 
with a view to obtaining the ever-growiag value increase. 
If there exists freedom from tax impositions, naturally 
the holding of the land is greatly facihtated. The 
older Prussian ground and building taxes, based on 
yearly returns from the property, were undoubtedly 
the most correct measure for country and small town 
holdings and for those urban sections where building 
lots were abundant and real estate operations not of 
a purely speculative nature. But with the rapid 
growth and the sudden rise in real estate values in 
so many Prussian cities, the system seemed unsuited 
to the new conditions, and the cities in rapid succession 
have introduced taxes based on current or market 
values.^ Fifty-five Prussian cities have such taxes — 

» § 25, K. A. G. The communities are permitted the introduction of special taxes 
on landed property. The assessment can follow according to the net returns or use 
value of one or more years, the rental value or the market value of lands and buildings, 
according to local methods of differentiation, or a combination of all these. 

' Cf. Preussisches Verwaltungsblatt, 32, No 25, June 10, 1910. What the courts 
understand by current (market) value (gemeiner Wert) is the selling price, the safest 
measure for determination being the sums paid recently, either for these or similar 
properties. In general the market value is not to be obtained through capitalization of 
the actually achieved income on the basis of the usual rate of interest. The question 
is what would be paid for the property under normal conditions. 
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a few, with a view to putting especially heavy pressure 
upon the owners of unbuilt property, taxing the land 
belonging to the latter at a much higher rate than the 
improved property. In Charlottenburg, for example, 
the rates are 5.4 per 1,000 and 2.7 per 1,000 respectively. 
In other cities (not included among the above men- 
tioned 65, which tax real estate according to market 
value only) , the tax according to market value is intro- 
duced only for the unbuilt properties, and another 
measure retained for the improved, which are taxed 
according to gross (rental) income or use value, after 
the fashion of the Prussian building tax (Gebaude- 
steuer). Frankfort belongs to this latter small group 
which also includes Hanover, Cassel, Posen, Linden, 
Wandsbek.^ 

The special tax on unimproved properties which 
Frankfort levies according to the market value thereof,^ 
originally provided for a tax rate of 2 per 1000, with a 
rise to 3 (April 1, 1910), 4 (April, 1915), until 5 
should have been reached in April, 1920. The last 
named rate applies at once in the case of property 
owners who have acquired possession since the passage 
of the law (cases of inheritance excepted). But 
property used by its owners for gardening, agricultural 
purposes, etc., is taxed only at the rate of 2 per 1,000, pro- 
vided the value of the land does not exceed certain sums 
which are high enough to indicate that it is " ripe " 
for building purposes. Furthermore, parks and gar- 
dens belonging to dwelling houses are assessed solely 
under the house tax, irrespective of size — no doubt 
with a view to preventing the sale of the magnificent 
private gardens of which the city is justly proud. 

I Kommunales Jahrbuch, 1911-12, p. 631. 

• II. Nachtrag zum BOrgerbuch der Stadtgemeinde P. a. M Amtliche Aiiagabe, 
Okt. 1908, p. 195, Haus- und Landsteuer. 
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For purposes of assessment for the land tax (Landsteuer) 
the city was, under the provisions of the law as first 
passed, divided into districts (Lageklassen) which as 
far as possible were to contain properties of approxi- 
nxately the same value. This districting was to be 
subjected to a revision every three years, and each year 
an " average " value was to be set for each district, 
based primarily on the selling prices obtained within 
that particular area during the preceding three years. 
Prices which were the result of especial and unusual 
circumstances were therefore not considered, the tax 
being assessed on the basis of the average as determined 
for each district. The method was that employed 
by the state under the "Grundsteuer" — the so-called 
" cataster " method. The difiiculties and inequalities 
were, however, so great as to lead to changes in the law, 
which went into effect in 1910, providing for the 
aboUtion of the existing classifications, and thereafter 
assessments on the basis of market value for each 
separate piece of property. ^ 

The assessment committee (consisting principally 
of citizens) has a difficult task at best,^ as is conceded 
by the city officials. Even a desire to be honest 
and impartial can only Ughten the enormous difficulties 
of estimating market values — fluctuating, and arbi- 
trary in their fluctuations, as they are. Not only 
local but state officials concede the inevitable injustice 
and inequalities, while asserting that such taxes are 
nevertheless to be preferred to the older system which 
faciUtated the escape of so many property owners, 
whose immunity was an injury to the public and an 
undeserved privilege to themselves. Naturally the 

> Das Anzeige-BIatt der stadtiachen Behorden, Frankfurt a. M. (Jan. 9, 1910), 
p. 25. 

' Every property owner is bound on demand to give all necessary information 
concerning use of land, rentals, contracts with tenants, cost of acquisition, etc. 
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difficulties are greatest where the land-holdings on 
the outskirts of the cities are still used for gardening 
or other agricultural purposes. To tax such properties 
at the full rate would mean ruin, forced sales on the 
part of many depending for a living upon their prop- 
erties, and by no means desirous of giving up a fixed 
income for a speculative one-time gain. Frankfort, 
which has recently incorporated a great many suburbs 
containing land so utilized, does provide that such 
properties be taxed at a lesser rate. In the case of some 
other cities, the supervising state officials have been 
obUged, as a result of niunerous and bitter complaints 
from gardeners, small agriculturists, etc., on the 
outskirts, to enjoin a distinction between the tax rate 
for land not yet ready for building, even tho its value 
has risen as a result of its situation, and other building 
lots, and to require that the former be taxed at only 
^ or I the usual rate.^ To put a land owner who 
may be without speculative intent in a position where 
he must either sell or pay a large tax on his property 
without regard to the amount of the income there- 
from is not always in the interests of an enlightened 
land policy. 

The house tax, which is separately assessed, retains 
the characteristics of the old Prussian Gebaudesteuer, 
the tax being 4% of the gross return (Rohertrag) — 
i. e. rental return including the value of any unusual 
services rendered by the tenant for the benefit of the 
landlord. 2 In case the occupier is also the owner, 
the amount of the rental as judged by local conditions 
is to be estimated. To this tax comes an additional 
or super-tax in the case of dwelling houses whose 
yearly rental value exceeds 500 marks. This tax, 

1 [Ministerialdirektor Dr. Freund.l 

2 I. e., the tax equals 4 m , for each 100 m. or fraction thereof exceeding 50 m. 
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4 m. for rentals of 501-600 m., reaches 110 m. for rent9.1s 
of 2,700 m. and for all higher rentals, 4%. The super- 
tax is a survival of the earlier tax on rentals which 
was raised in Frankfort and three other Prussian cities 
at the time of the passage of the K. A. G.^ The 
latter law expressly forbids the introduction of such 
taxes,^ and provides that the existing ones to be re- 
tained must be approved by the Minister of the Interior 
and the Finance Minister.' The other cities later 
relinquished the tax and Frankfort eventually made 
of it a super-tax on dwellings (levied as part of the 
house tax) and on buildings used for business, indus- 
trial purposes (levied in connection with the trade 
(Gewerbe) tax). 

Altho the owner of the property in question is 
alone responsible for the payment of the house tax 
the problem of the incidence of the tax is more a 
matter of fact than of law or theory. Some students 
of the housing problem in Frankfort contend that 
the heavy taxes levied according to rental values 
are actually borne by the tenants in the payment of 
higher rents — especially in the case of the smaller 
dwellings, of which there is a dearth in the city. The 
higher the taxes, the harder the bargains which the 
landlords as a result of their positions as owners of 
" scarce " goods are able to drive.* 

Two other taxes on real estate have lately been 
extensively introduced into the Prussian communities, 

1 Cf . Btirgerbuch, Wohn- und Mietsteuerordnung. 

2 K. A. G., § 23. 

s Taxes on rentals pressed heavily upon the tenants least able to bear them, by no 
means fulfilling the expectations of those who thought them admirably adapted to- 
reach incomes in proportion to ability to pay. As, however, rental payments admit- 
tedly constitute a very much larger relative expenditure in the case of smaller incomes, 
the tax was really degressive in its working. 

* Whatever the reason, rents are said to be unusually high in the city, and out of aU 
relation to the income of the occupants of the smaller dwellings 

Cf . E. Cahn, Die Wohnungsnot in Frankfurt a. M., ihre Ursachen und ihre Abhilfea. 
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and in Frankfort they are found combined in unusual 
fashion in a single tax ordinance, the so-called Wahr- 
schaftsgeld, including the transfer tax (Umsatzsteuer) 
and the increment tax (Wertzuwachssteuer). Despite 
the fact that there is no scientific justification for 
regarding these taxes as indirect/ it is fortunate, 
judged from a practical standpoint, that administrative 
practice sanctions such a classification. One of the 
reasons for the introduction of these taxes was the 
pressing need for new sources of revenue, and if classi- 
fied as direct taxes limited by the rules concerning 
the more or less fixed relations to be maintained 
among the various forms of direct taxes, they might 
displace in part the existing communal taxes on real 
estate holdings, and thereby defeat their purpose to 
a certain extent. Furthermore the uncertain and 
fluctuating returns make it difficult, if not impossible, 
to say what percentage of the total income the taxes 
in question can be counted on to produce within any 
given year. The proceeds are best devoted, therefore, 
to purposes other than the defrayal of the regularly 
recurring communal expenses, to meet which the 
direct taxes are imposed. 

In Frankfort, the tax on land transfers (Umsatz- 
steuer) has a centuries long and imbroken history.^ 
Since 1867 it has been levied as a communal tax on 
every land transfer not the result of inheritance, the 
tax being based on the value of the land at the time 
of the transfer. In 1904 the rate was raised to 2% 
and the tax thereafter combined with the increment 
tax (Wertzuwachssteuer).' If twenty years have 

« The so-called " direct " increment tax is collected at regular intervals, instead o£ 
being collected only at the times that the property changes hands. 

' For brief account of its history cf. F. Adickes, Studien Uber die weitere Ent- 
irickelimg des Gemeindesteuerwesens auf Gnmd des Preussischen Kommnnalabga- 
bengesetzes vom 14. Juli 1893. Tubingen, 1894. 

8 Steuerordnung, das Wahrsohaftsgeld betreffend, 19. Feb. 1904 imd 11. Sept. 1906 
(An Stelle der Steuerordnungen v. 19. Feb. 1904 und 17. Apr. 1906). 



FBANKFORT-ON-THE-MAIN 179 

passed since the time of the last transfer, a super-tax 
is raised (also introduced in 1904) which is greater in 
the case of unimproved than of improved properties. 
At present the super-tax is as follows: improved 
property which has been held for at least twenty years 
or as much as thirty years pays a super-tax of 1% of 
the price at the time of sale. Over 30 to 40 years, 1|% ; 
over 40 years, 2%. The rates for unimproved prop- 
erties are : 20-30 years, 2% ; over 30-40 years 3%, 
etc., the highest rate beiag 6% for all property that 
has been held more than 60 years.^ 

As it stands the law seems designed to discourage 
a lengthy period of possession in marked contrast 
with the procedure in other cities, where speculative 
short-time holdings are taxed with a view to the 
preferment of long resident property owners. Condi- 
tions pecuUar to Frankfort are said to account for the 
inverted emphasis. The city suffers, not from too 
much, but from too little speculation in real estate, 
due to the fact that its wealthy famiUes, such as the 
Rothschilds and Bethmann HoUwegs, own large prop- 
erties, which they manifest no disposition to part 
with. Nor can it be supposed, for that matter, that 
tax laws will influence their actions to any great extent. 
Besides, the law, considered as it must be in connection 
with the increment tax, favors a holding exceeding 
20 years for all properties whose value is in any great 
degree unearned. This increment tax was first intro- 
duced into Frankfort in February, 1904 — the city 
having the distinction of being the first municipaUty 
to introduce the tax into Germany. At first the tax 
was of very limited appUcation, being raised at the 
time of transfer, in the case of properties already 

' This super-tax is not raised if it can be proved that the present selling price 
exceeds the earlier pnce of acquisition, including costs of new buildings and enlarge- 
ments, only by the amount of the tax. 
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built upon, only in those instances where the holding 
period had been less than 5 years. For unimproved 
land, the holding period was fixed at less than 10 
years. In both cases the tax was levied on that 
part of the value increase in excess of 30% of the 
price of acquisition at the time of the last transfer. 
For a value increase of 30 to 35% the tax was 5%; 35 
to 40% the tax was 6%; and so on, 1% more for 
each 5% additional increase until 25%, the highest 
rate, was reached. 

The Wahrschaftsgeld (i. e. increment tax and trans- 
fer tax together with the super-tax) did, therefore, 
provide for heavier taxation of both short-time and 
long-time holdings, in favor of holdings of medium 
duration, improved property, for example, held for 
a period of from 5 to 20 years, paying only the 2% 
transfer tax, no matter how great the value of the 
unearned increment which had accrued since the 
last transfer. After the short period of ten years, 
furthermore, the unimproved properties were also 
freed from the increment tax, being subject only to 
the low rates of the super-tax, in addition to the transfer 
tax. Where land values had risen rapidly, the law 
must have operated as a marked check upon transfers 
within the set 5 and 10 year periods. Probably such 
considerations led to the changes in the law which 
took place two years later.i The super-tax is now 
levied in all cases only on transfers taking place after 
a 20 year holding period, and the increment tax is 
levied in all cases in which the holding period is less 
than 20 years, upon all value increases amounting 
to 15% or more of the original purchase price. The 
rates are: 2% for an increase of 15 to 20%; 3% for an 
increase of 20 to 25%, etc., rising 1% for each 5% 

' Cf. page 178, note 3. 
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increase until the maximum rate 25% is attained. 
Naturally the incentive to holding property for the 
longer period, exceeding 20 years, is very great where 
the unearned increment is a substantial part of the 
sum obtained at the time of sale. To quote Dr. Boldt: 
" What land owner under the system prevailing in 
Frankfort will sell his property in the 20th year, if he 
has achieved a great value increase, knowing that 25% 
of that increase, which may amount to three-fourths of 
the entire selling price, must be paid out as taxes? A 
year later, in place of the increment tax, he has only 
to pay a super-tax amounting to 2% of the purchase 
price." 1 

In the calculation of the increment and in the 
manner of assessment local differences have been 
marked. Where, as in Frankfort, the amount of the 
tax increases with the value increase estimated in 
percentages of the price of acquisition, a very sub- 
stantial reduction is brought about by adding to 
the purchase price the outlays for betterments, loss 
of interest, and several other items.^ If, on the other 
hand, as seems more logical, these outlays be deducted 
simply from the sum representing the difference 
between the purchase price and the selling price, and 
the resultant increment be calculated as a percentage 
of the purchase price, the result is decidedly different.* 
As Weissenborn has pointed out, if the tax is designed 

' Cf Boldt, Die Wertzuwaohssteuer, ihre bishenge Gestaltung in der Praxis, etc , 
p 84, Dortmund, 1909 

* Permanent improvements, street costs, sewage payments, a sum equal to 5% of 
the earlier purchase price (as compensation for the costs of transfer), and, in the case of 
unbuilt lands, loss of interest allowed for at the rate of 4% 

» For example. Selling pnoe, 10,000 m , Purchase price, 5,000 m ; 2,000 m., deducted 
for betterments, loss of interest, etc., 10,000-(5,000+ 2,000) = 3,000 m; f=43% 
(under the Frankfort system where 7,000 m. figures as the basis of the percentage 
calculations). 

10,000—5,000—2,000=3000, f =60%, increment increase, obtamed by the em- 
ployment of the second method. 

H. Weissenborn, Die Besteuerung naoh dem Wertssuwachs insbesondere die direkte 
WertJuwachssteuer, Berlin, 1910. 
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to reach the genuine increment increase, the last 
named proceeding is more logical. The general prac- 
tice — all income on one side and all outlays on the 
other, resembles a statement of business loss and 
gain, rather than an attempt to estimate the increment 
value as such. Where, as in Berlin and Hamburg, 
for example, the tax is calculated on the basis of the 
absolute amount of the increase, the question as to 
how to make deductions presents no similar difficulties. 
But here a progression of the tax rate in accordance 
with the absolute amount of the increment value is 
hardly to be recommended. A large absolute gain 
may be entirely justifiable in view of the size of the 
original capital outlay. Certainly, if the tax is viewed 
as a payment for especial benefits (gains) made pos- 
sible through community activity, the Frankfort 
proceeding seems better. But the concept " un- 
earned increment" is, after all, elusive and the very 
term " unearned" implies a necessary consideration 
of the individual. Even in the deduction of outlays 
for permanent improvements, some portion of the 
"unearned" increment may be withdrawn, for who can 
say that the cost outlays may not have been greater 
than the resultant addition to property value. In 
short, they may have been ill-conceived. On the other 
hand, they may have been directly the cause of a 
disproportionately great rise in value. In that case, 
does the failure to deduct more than the cost of the 
improvements result in a taxation of " earned " 
value increase ? It would seem so, especially if the 
outlays were so wisely timed that some of the resultant 
gain can properly be assigned to individual initiative 
and cleverness. 

It goes without saying that where property has 
long been held in the same hands, and there exist no 
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records attesting its value at the time of the last 
transfer, the difficulties incident to estimating the 
size of the unearned increment may be exceedingly 
great. The 20 year period of land-holding, which 
for Frankfort constitutes a time limit for the imposition 
of the increment tax, obviates the necessity of any 
general estimates of property valuation for a particular 
date. If no transfer has occurred within the set time, 
the super-tax, levied on the current selling price, takes 
the place of the increment tax. 

One serious objection both to the transfer tax and 
to the increment tax is the fluctuatiag nature of the 
returns. It is impossible to count upon a fixed sum 
which can be used for defraying regularly recurring 
expenses. The estimates of returns show tremendous 
variations from the actually achieved results. In 
Frankfort, for example, in 1905 these taxes brought 
in 2,093,000 m. more than the estimated revenue; in 
1908 and 1909, the returns were 578,000 m. and 535,400 
m. respectively, under the estimates.^ In the case of the 
other taxes, the difference between the estimates 
and the returns is usually quite unimportant, and 
a slight excess here balances a small deficit there. 
Frankfort has solved this difficulty of fluctuating 
revenues by assigning a large part of the returns 
from the transfer tax and the entire proceeds of the 
increment tax to special funds not so dependent upon 
invariable sources of income. One-fourth of the 
transfer tax {i. e. i% of the purchase price of the 
transferred property) has been credited to the fund 
for street construction (Strassenneubaukasse) since 

' Verwaltungsbericht der Stadt, 1910-11, section Rechnei-Amt, p. 6 of the Sonderab- 
druck. For 1910-11, the returns for the Wahrschaftsgeid were, ho^^-ever, deliberately 
overestimated in order to facilitate a transfer from the Ausgleichsfonds (equalization 
fund), as the administration did not wish to increase the taxes and yet had to grapple 
with the problem of meetmg increased expenditures. 
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1893. Another fourth and the entire amount collected 
from the increment tax has been distributed among 
building funds for schools, for hospitals, and for general 
building purposes.' The returns from the increment 
tax proper are small: for 1910-11, 231,000 m. (improved 
property), and 71,700 m. (unimproved). The super-tax 
amounted to 248,200 m. and 109,900 m. respectively, 
leaving 526,500 m. and 139,400 m. for the proceeds 
from the general transfer tax.^ For payment of the 
transfer tax together with the super-tax, buyer and 
seller are joiatly liable; for the increment tax, only 
the latter is held responsible.' These legal obligation^ 
say nothing as to the actual incidence of the tax. 
The fact that the purchaser may be willing and some- 
times contracts to pay the tax may simply indicate 
that he would have consented to pay that much 
more for the property had the tax not existed. In the 
case of a simple transfer tax, where the percentage 
payment is the same for all, probably some, a large 
part, or all of the tax may be shifted. In Frankfort, 
where the real estate owners enjoy a semi-monopoly, 
no doubt shifting does occur. In the case of the 
increment tax, the burden cannot be so easily trans- 
ferred. The fact that the tax hits some property 
owners so much more heavily than others, even in 
the case of equally valuable properties, makes it more 
difficult. There does follow a more subtle and indirect 
effect upon real estate prices which is not easy to 
analyse. Transfers become fewer, speculation less 
active, but terms of sale often harder.* However, 

» Cf. Haushalts-Plan der Stadt Frankfurt a M , 1912-13, p 69 Steuem und 
Abgaben. Uberweisung an Fonda 

" Cf Rechnei-Amt, 1910, Sonderabdruck, p. 58 

' For a clear accoiint of the methods employed to evade payment of the increment 
tax, cf. Weissenborn. 

* Persons questioned, ofiQcials and others weil-informed, state that pnrate specula, 
tion is at a low ebb in Frankfort, but prices of land no lower. 
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SO many other factors making for price increase enter 
into consideration and complicate the problem that 
a definite opinion could only be reached after much 
painstaking and intensive investigation. Suffice it 
to say, the tax appears frequently to cause stagnation, 
where there is need to stimulate sales. 

The Frankfort Chamber of Commerce (Handels- 
kammer) complains bitterly of the numerous imposi- 
tions which are placed upon real estate transfers and 
cites statistics to illustrate the steady decline in real 
estate operations since 1905.^ In addition to the local 
transfer and increment taxes, comes another tax of 
1% imposed by the state and since 1909 an additional 
f % for the benefit of the Empire. As the transfer 
taxes are levied, independent of gain or loss, upon the 
value of the property transferred, they are exceed- 
ingly unequal in operation, their incidence is doubtful, 
and considering their number and amount, they are 
peculiarly burdensome. 

The example of Frankfort in introducing the incre- 
ment tax was speedily followed by other communities 
until in 1910 of 98 larger Prussian cities, 66 had similar 
taxes ^ to say nothing of numerous other German 
cities outside Prussia. And now since April 1, 1911 
the German imperial increment tax (Reichswert- 
auwachssteuer) has deprived the cities in part of this 
source of revenue.' Under the new law, the cities 
are to retain 40% of the imperial tax, the states 10%, 
the Empire 50%.* For cities in which the tax had been 
collected prior to the passage of the imperial law, a 
sum equal to the average retvims under the communal 

• Cf Wirtschaftsbericht der Handelakammer zu Frankfurt am Ham, 1909, p.l86 £f. 
2 Kommunales Jahrbuch, 1911-12, p 635 ff. 

s Reichszuwachssteuergesetz, 14. Feb. 1911 

* Zuwachssteuergesetz, § 58. 
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imposition is assured until 1915.i As a special con- 
cession, Frankfort has been permitted the retention 
of its tax for two fiscal years, 1911-12 and 1912-13 — 
the proceeds, however, in excess of the average return 
prior to 1911 being transferred to the Empire.^ The 
action of the Empire in seizing upon this tax for its 
own use gave rise to a spirited debate, and to general 
complaint from the local authorities, not only because 
it seemed an unwonted invasion of the field of local 
taxation, but because it forced them to give up a source 
of revenue which might eventually prove lucrative.' 
The cities urged their right to this tax, moreover, on 
the ground that the community activity was respon- 
sible for the increase in real estate values, and that 
some part of the value thus created should go to them 
in the form of taxes. The lengths to which the benefit 
theory of taxation may be carried were admirably 
illustrated when it was contended, on the other hand, 
that the Empire through its services as protector and 
creator of the nation was the most potent factor in 
German economic and industrial development, and 
by virtue thereof, the " unearned " increment properly 
belonged to it. 

Apart from the unconvinciag character of these 
metaphysical refinements, the collection of the tax 
presents enormous administrative difficulties, when 
undertaken for imperial account — tremendous labor 
on the part of the officials, harrassing calculations 
and ridiculously paltry returns. Furthermore, the 
individual hardships which such a tax must occasionally 

' I. e , provided the law had been passed before April, 1909, and had gone into 
effect before Jan. 1, 1911. 

' Cf. Zuwachssteuergesetz, § 60. 

' Zuwachssteuergesetz, § 59. The localities are permitted, under certain restno- 
tions, to raise additions to that portion of the increment tax transferred to them by the 
state. 
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impose are only emphasized when its collection is 
undertaken in wholesale fashion. The lack or the 
existence of an unearned increment is an objective 
fact; and the tax is therefore levied without regard 
to the j&nancial circumstances of the tax payer. But 
local ordinances can, at any rate, be adapted to pecuUar 
local circumstances, whereas the utter impossibihty 
of such local adaptation is one of the prime defects 
of the imperial law. The Prussian state rehnquished 
its right to the " real " taxes, because they were 
objective taxes which could only be administered 
by the central political organization with too great 
disregard of individual and local interests. The 
Empire now takes possession of a tax (albeit a relatively 
unimportant one) even less adapted to its purposes, 
thereby reducing to uniformity a mass of legislation 
hitherto varying with the differences in local needs and 
conditions. 

The K. A. G. permits the communities to introduce 
a special tax on trade (commercial, industrial, etc., 
imdertakings), failing which, the trade tax (Gewerbe- 
steuer) must be levied as a fixed percentage of the 
rates existent under the Prussian Gewerbesteuer.' 
It is necessary to describe the main features of the 
state tax, for the reason that Frankfort, despite its 
special imposition, has retained all the characteristic 
features of the Prussian system.^ The state tax, 
altho primarily objective in character, takes more 
account of individual ability to pay than the other 
" real " taxes, notwithstanding the fact that the law 

' The K. A G also provides for a distnbution of this tax in the case of taxable 
enterprises extending over several tax districts, cf § 32 ff. 

The Prussian railway is especially exempted from payment of this tax. Other 
state enterprises may be taxed, however, as well as the public service corporations, 
industrial undertakings, etc , belonging to the communities and other public bodies. 
All imperial enterprises are exempt. 

* Gewerbesteuergesetz vom 24. Juni 1891. (Prussia), ed Fernow, Beriin, 1910. 



188 QUARTERLY JOURNAL OF ECONOMICS 

permits no reductions for interest on business debts. 
As a supplementary tax — ^in a certain sense a privilege 
tax — designed to exact compensation for the special 
advantages which the business and industrial interests 
derive from community activity, the failure to take 
account of debts is to be justified. On the other hand, 
it may be said that where the value of the privilege 
(as measured by the returns) is slight, exemptions 
may be permitted and classifications may be introduced. 
As a matter of fact, undertakings bringing in less than 
1,500 m. per year are freed from the tax, and the other 
tax payers are separated into four classes, based 
primarily on the amount of income, the capital serving 
as a supplementary means of classification. ^ To the 
first class belong those establishments with a yearly 
return of 50,000 m. or more on a capital of 1,000,000 m. 
or more. In this class the tax is assessed at a rate 
approximately equal to 1% of the yearly income; 
the lowest payment, for incomes of 50,000 to 54,800 m., 
being 624 m., the tax increasing 48 m. for each addi- 
tional 4,800 m. The other three classes embrace 

(a) Establishments with a yearly return of 20,000 
to 50,000 m. or a capital of 150,000 to 1,000,000 m. 

(6) Establishments with returns 4,000-20,000 m. 
or capital of 30,000-150,000 m. 

(c) Establishments with returns 1,500-4,000 m. or 
capital 3,000-30,000 m.^ 

For these last three classes tax associations ' are 
formed which are assessed collectively for fixed sums 
previously ascertained by multiplying the number of 

' In case of a classification based on capital, if the establishment m question has 
not for two years obtained the returns of that class, it can be put m a lower class for 
purposes of taxation. 

2 Cf. Gewerbesteuergesetz, §6 3. 

» Ibid., § 13. 
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tax payers within each class by a so-called Mittelsatz 
(medium rate), which is 300 m. for class II, 80 m. for 
Class III, and 16 m. for Class IV. The tax committees 
for the several classes, composed of a chairman (official) 
and members elected by the tax payers from among 
their own number, then apportion the tax among 
those belonging to the various tax associations, within 
the limits imposed by law. To illustrate, the highest 
and lowest contributions for Class II are 480 m. and 
156 m. respectively; for Class III, 192 m. and 30 m., 
and for class IV, 36 m. and 4 m.^ 

In reckoning the taxable returns, expenses of manage- 
ment and replacement costs, representing a " proper " 
allowance for value depreciation, are to be subtracted, 
but all sums transferred to betterments, extensions, 
etc., interest on the capital sum invested and on debts 
incurred in the course of business are to be reckoned 
as part of the return.^ As the interested ones are 
themselves forced to apportion the amount, in the case 
of the three lower classes, and as the extent of their 
obligation is fixed, the arrangement seems in so far 
calculated to produce a very fair division. The law, 
however, does not make personal declarations com- 
pulsory, and the commissions (really the chairman) 
have to estimate largely from superficial indications 
the amount of the return, and it is consequently 
likely that many unsuspected inequalities exist. 

In the Frankfort special ordinance,^ the highest 
class is assessed for 142% of the rates fixed under 
the state tax. Class II is assessed for 133%, Class III 
100%, and Class IV, 60% (the proceeds of the depart- 
ment store tax — Warenhaussteuer — being applied 
to reduce by 40% the payment that would otherwise 

1 Gewerbesteuergesetz, § 14 2 Ibid., § 22. 

• Gewerbesteuerordnung, 19. Feb. 1904, F. a M., Burgerbuoh. 
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be dOTaanded of the fourth class). i To these payments 
comes an additional tax, representing that portion 
of the earlier tax on rentals collected for buildings 
and apartments used for business or industrial purposes. 
For undertakings requiring the use of rooms with a 
rental value exceeding 300 m., a tax is levied beginning 
with 1.44 m. for a rental value of 300-350 m., and rising 
to a maximum rate of 2% for all rentals exceeding 
2,500 m. The local Chamber of Commerce inveighs 
against the heavy and unequal burdens imposed by 
this tax on rentals.^ Just as the amount of the rental 
outlay for dwelling houses is by no means a measure 
of family incomes, so are the rentals paid by industrial 
establishments in no sense a measure of the amount 
of the profits. Not only are difi'erent classes of indus- 
trial and commercial ventures unequally burdened 
but the 4 different tax paying classes are likewise very 
unequally taxed, and to the injury of the lower classes. 
The Chamber of Commerce (Handelskammer) esti- 
mates, for example, that the tax on rentals expressed 
in percentages of the state tax amounts to about 
15.1% for Class I, 37.1% (Class II), 65.1% (Class III), 
and 79.9% (Class IV). For different sorts of business 
the inequaUties are even more glaring. Hotels, inns, etc. 
pay to the city a total trade tax (Gewerbesteuer), 
amounting to about 320.2% of the state tax. The 
banks and brokerage houses pay only 145.9%, altho 
from the point of view of importance and absolute 
amount of the returns they take first place. Second 
in importance are the metal industries and trades, 
averaging only about 155.9% of the state tax. Esti- 
mating the rental super-tax alone, by classes, for dif- 

^ As a matter of fact, the proceeds of the Warenhaussteuer had to be used 
(1910-11) to cover previous advances, and Class IV had to pay the entire amount of 
the tax under the Gewerbesteuer. 

2 Cf. previous reference to Wirtschaftsbencht der Handelskammer, 
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ferent occupational groups, the following result is 
obtained.' 

aassi Class II Class HI Class IV 

Hotels, inns, etc 134.8% 160.4% 470.3% 525.0% 

Metal trades 10. 39 67.2 97.3 

Textile and Clothing traides . 36.1 46.2 88.7 136.2 

The outcome is, of course, a relatively great and 
haphazard increase of the burden for the lower income 
classes. Naturally, some portion of these taxes is 
shifted to consumers through the higher prices charged 
for products and services, but where outside competi- 
tion has to be met, or where the tax burden for compet- 
ing estabhshments is so unequal, the original tax 
payer who happens to be relatively overburdened, 
cannot shift the imposition entirely to others. The 
city administration feels the desirability of doing 
away with the rental super-tax, or if financial necessity 
makes that impossible, of introducing changes which 
will make the inequalities less glaring. One city 
official expressed his conviction that next year the law 
would be altered with this end in view.^ 

In 1910-11 the proceeds of the Gewerbesteuer, as 
a whole, amounted to 2,390,000 m. of which sum the 
banking and brokage firms contributed over 25%. 
Of the total number of tax payers, 12,668 (1910-11), 
438 belonged to Class I, 466 to Class II, and 3,019 and 
8,645 to Classes III and IV respectively.' 

The Betriebssteuer,* a recurrent license tax on 
hotels, public houses, and the retail trade in alcoholic 
liquors is levied in connection with the Gewerbesteuer, 
according to the provisions of the state law, altho 

1 The results for Class IV, allow no deduction for the 40% payment usually con- 
tributed by the Warenshaussteuer. 

2 [Stadtrat Dr. Bleicher ] 

• Cf. Statistische Jahresubersichten der Stadt, 1910-11, pp. Ill, 112. 

* Cf. Gewerbesteuergesetz, § 59. 
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the state has reUnquished its right to the proceeds 
of this tax also. Frankfort raises 100% of the state 
imposition and the returns are quite small: 63,600 m. 
(1910-11).' For estabUshments belonging to Class I 
(Gewerbesteuer), the tax is 100 m.; Class II, 50 m.; 
Class III, 25 m.; Class IV, 16 m. For estabUshments 
not taxable under the Gewerbesteuer, the payment 
is 10 m.2 

The license tax on the sale of intoxicants,' as found 
in American municipaUties, is not viewed with a 
great deal of favor in Germany, apparently, altho 
there is reason to suppose it could be developed into 
a lucrative source of income. The Frankfort magis- 
tracy this year urged the introduction of such a tax 
for concessions granted for retaiUng wine, beer, or spirits; 
500 m. for the small establishments freed from pay- 
ment of the Gewerbesteuer, and 1,000, 2,000, 3,000 m. 
respectively for estabUshments belonging to the 4 
classes taxable under the Gewerbesteuer. It was 
estimated that this tax would bring in 300,000 m. 
the first year. The proposition was rejected with a 
good deal of heat by some of the Social Democrats 
in the city assembly, who considered it socially repre- 
hensible, as it would make more expensive all forms 
of convivial enjoyment for the masses of the people. 
No emphasis was laid on the tax as a regulative or 
repressive measure — indeed it was the product of a 
search after more revenue, and repression would have 
defeated its aim. 

1 The tax is rather a police than a finance measure 

2 2,872 establishments pay this tax. 

The communities are also required by the state to tax traders who temporarily 
establish themselves in a locality. For each week, 50 m. (Class I); 40 m. (Classes 
U and III), 30 m. (Class IV). The returns are insignificant: 250 m. (1910-11) in 
Frankfurt. (Wanderlagersteuer ) 

• Two suburbs of Frankfurt, Eeddemheim and Rodelheim have " KonzessionS' 
gteuem " or did have till Mar. 31, 1912. 
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The Warenhaussteuer ^ (department store tax) pro- 
duces so slight an income that it would scarcely merit 
discussion, were there not especial reasons that make it 
deserving of consideration. In the first place, it is a 
tax which the coromunities are forced to raise in 
accordance with an act passed by the Prussian Landtag 
in 1900. That fact is of itself sufficient to raise a 
discussion as to whether the provisions of the K. A. G. 
have not been violated in spirit, at least. In general, 
that law left the communities free to adapt their tax 
laws to their own especial needs, merely providing 
for a distribution of the tax imposition in a general 
way, the precise method of levying the tax being 
matter of choice, except in the case of the income tax. 
The Warenhaussteuer, however, not only prescribes 
in detailed fashion the rate of taxation and the method 
of levying, but it also provides for the distribution 
of the proceeds. The ill-advised, not to say maUcious 
character of the legislation is evident after a cursory 
examination. The law distinguishes four groups of 
wares ^ and defines a department store (Warenhaus) 
as a retail establishment which deals in wares belonging 
to more than one of these groups. The difficulty of 
defining the groups in such fashion as to bring under 
the same head articles which are naturally or custom- 
arily sold together, and yet not to make the groups 
too inclusive, is almost insurmountable. Where there 
exist doubts concerning classification, the Minister 
of Commerce must decide to which group a par- 

' Gesetz betretfend die Warenhaussteuer vom 18. Juli 1900 (Strutz, Berlin, 1900) 
and H. Gehrig, Die Warenhaussteuer in Preussen, Leipzig-Berlin, 1905. 

> Roughly: — 

(a) Articles of food and drugs. 

(b) Textiles, house furnishings, etc. 

(c) Agricultural implements, industrial supplies. 

(d) Jewelry, artists' wares, musical instruments, etc. 
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ticular article belongs. The tax is levied on de- 
partment stores with a turnover exceeding 400,000 m., 
the rate rising with the amount of the turnover. The 
turnover is defined as the cash receipts of the year, 
including outstanding sums due for articles sold during 
the year, and deducting payments made for purchases 
of an earlier period. No deduction is made for uncer- 
tain or uncollectible outstanding accounts. The tax, 
which is about 1% for a turnover of 400,000 to 450,000m. 
(to be exact 4,000 m.) rises gradually until it reaches 
2% for a turnover of 1,000,000 m., thereafter increasing 
by 2,000 m. for each 100,000 m. addition to the turnover. 
If the tax exceeds 20% of the taxable returns, as they 
have been computed for purposes of the Gewerbesteuer, 
it may be reduced to 20%, but under no circumstances 
below one-half the normal rate (even tho the entire 
net profits and more be taxed out of existence).* 

The tax is assessed by the commission having 
charge of the assessments for Class I of the Gewerbe- 
steuer. The returns are to be devoted to reducing 
the taxes paid by those belonging to Classes III and 
IV (Gewerbesteuer) or towards defrayal of communal 
expenditures made primarily in the interests of the 
smaller establishments. The Warenhaussteuer (de- 
partment store tax) is raised only to the amount of the 
excess above the Gewerbesteuer in addition, of course, 
to the payment of the Gewerbesteuer. But when the 
latter tax is collected from a number of undertakings 
belonging to the same person, not all of which are 
subject to the Warenhaussteuer, only that portion 
of the Gewerbesteuer is to be considered, for the 
purpose of reckoning deductions, which is collected 

1 For a branch undertaking, whose domicile is outside Prussia, a tax of 2% is 
collected irrespective of the amount of the local turnover. An alien has a right to 
exemption if evidence can 'be presented to show that the whole undertaking has a 
turnover of less than 400,000 m. 
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from the particular establishment subject to the 
Warenhaussteuer . ' 

This tax, whose aim was to tax the department 
stores out of existence or at any rate seriously to 
cripple them, partly accomplished its object. Many 
department stores thereafter limited their trade to 
one of the four designated branches, while the mo- 
nopoly of a few of the largest stores, able to trans- 
fer the tax burden in part to the wholesale dealers and 
finally to their customers, was merely strengthened. 
The financial retiu-ns are quite insignificant — in 
Frankfort 46,000 m. (1910-11) paid by just two es- 
tablishments.^ 

In addition to the taxes mentioned Frankfort 
secures quite a sum from a tax on public performances, 
theatres, picture-shows, lectures, prize-fights, etc., — 
in fact, practically every form of public amusement is 
taxed.' The tax is 5 pf. for each 50 pf. or fraction 
thereof paid for admission (admission prices imder 
55 pf. free where the higher interests of art or science 
are subserved) . The returns (1910-11) were 301,600 m.* 

A tax on horses used for purposes of pleasure is also 
raised: 30 m. for each animal. The revenue is very 
small (15,200 m.),* and the tax today unusual in Prussia. 
A tax on dogs is very generally found, amounting in 
Frankfort to 20 m. per animal and bringing in a return 

J I. 0., suppose a tax payer is assessed for 15,000 m Gewerbesteuer, and 10,000 m., 
Warenhaussteuer Perhaps only I of the former tax falls on the department store, 
which IS one of several establishments owned. Then not only the full Gewerbesteuer 
must be paid but an additional 5,000 m the sum whereby the Warenhaussteuer 
(10,000 m.), exceeds that portion of the Gewerbesteuer (5,000 m.) levied on the de- 
partment store. 

2 Cf. Haushalts-Plan, 1912-13, p. 71. 

' The tax was originally levied on theatre tickets. New law, Mar. 10, 1910. Cf . 
K. A. G., § 16. 

« For 1912-13, the tax on picture-shows has been raised to 10 pf. for each 50 pf. 
paid for admission 

» Haushalts-Plan, 1912-13, pp. 68, 71. 
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of 191,800 m. Dming the current year this tax has 
been raised to 30 m. for all save draught animals. 

The hst of communal taxes raised in Frankfort 
proper is herewith exhausted.* And, indeed, the list 
includes all the important communal taxes to be 
found in Prussia at large. Of course differences in 
detail, occasional special taxes, exist, and differences 
in emphasis are certainly present: that is, differences 
in the relative amounts collected from the different 
sources. In fact, there are considerable differences 
between the tax systems of Frankfort and its own 
suburbs, 15 in number, 11 of which were only incor- 
porated in April, 1910. These former country districts 
(Landgemeinden) still retain their own tax systems 
wholly or in part. But in analyzing the various 
forms of taxes for the purpose of studying the finances 
of the city, Frankfort alone {i. e. exclusive of the 15 
suburbs) has been considered. Otherwise an unneces- 
sary confusion would have resulted, for the returns 
from all the suburbs put together are, relatively 
speaking, quite unimportant, and Bockenheim, the 
only suburb showing returns of any size, has a tax 
system differing very sUghtly from that of Frankfort. 
It is, therefore, fair to say that a more correct as well 
as a clearer idea of the city finances can be got by 
ignoring these local differences.^ 

Of the total returns from taxes collected in 1910-11, 
the income tax constituted 60%; the tax on buildings 
(Haussteuer) 18.6%; the trade tax (Gewerbesteuer), 
9.9% ; theWahrschaftsgeld (transfer and increment tax), 
6.67%; and the tax on land unbuilt (Landsteuer), 

' In some of the suburbs a Konzessionssteuer and a Branntweinhilfssteuer are 
raised. Perhaps the Emquartierungsgeld ought to be mentioned It is raised as an 
addition to the income tax and levied on the higher incomes — a small sum to defray 
expenses connected with the quartering of troops, 

2 Cf Haushalts- Plan for a series of years, tax returns for Frankfort and for suburbs 
given separately. 
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2.4%. Ten years ago the proportion of the total 
taxes obtained from the general income tax was prac- 
tically the same. Despite supplementary sources 
of revenue, it is and seems likely to remain the chief 
reliance of the cities as well as of the state, and present 
indications are that it will have to bear most of the 
increased tax burdens which the future seems hkely 
to bring. In Frankfort it was only through the greatest 
efforts that a further increase in the rates of the local 
income tax was avoided for the year 1912-13. Another 
year this increase will likely be recognized as inevitable. 

Expressed in percentages of the amounts that 
would have been collected under the state laws, the 
" real " taxes show no marked deviations from the 
usual except in the case of the land tax, assessed 
according to market value, which is estimated to 
average 2,687% of the retm-ns under the rates imposed 
by state law.' The explanation is not diffcult. Under 
the older system, unbuilt city lands either escaped 
taxation entirely, or were taxed on the basis of an 
income derived from their possible utilization for 
gardening and agricultiu-al purposes. The house tax 
amounted in 1910-11 to 145.93% of the state tax; 
the trade tax (Gewerbesteuer) averaged 150%.^ 

It will be noted that in Prussia no special tax on 
income from capital investments as such exists. In- 
come from investments in real estate is reached 
through land and building taxes, income from invest- 
ments in coromercial and industrial establishments 
through the Gewerbesteuer; but other funded incomes 
escape local impositions except to the extent that 

> Cf Statistische Jahreslibersichten der Stadt, 1910-11, p 110. 

2 Of course to form a correct idea of the extent to which the inhabitants are taxed 
one would have to take account of the direct taxes still collected by Prussia and of the 
numerous indirect impositions both of the kingdom and of the Bmpire 

The state income tax collected from Frankfort, 1910-11, amounted to 14,087,000 m. 
and the Erganzungssteuer 2,528,400 m. 
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they are reached by the general income tax. It is 
sonaetinies urged that these incomes should also pay 
an especial tax — that they are preferred under the 
present system. To this it may be replied that the 
" real " taxes are regarded as special payments for 
special benefits which particular investors receive 
from the community. And there is furthermore 
the practical objection that personalty evades taxation 
with relative ease, and the heavier the impositions, 
the greater the tendency to evasions. The gains 
through the introduction of such a special tax might 
be more than counterbalanced by the losses suffered 
by the general income tax. 

A proposition that has been frequently advocated 
is that the cities be permitted to levy a percentage 
addition to the Erganzungssteuer (supplementary 
tax on general property) in the same way that they 
do to the income tax. Theoretically there can be no 
objection to the procedure. However, real estate 
owners, business men, and industrialists would com- 
plain bitterly of double taxation. It would be difficult 
to pacify them on the ground that their special taxes 
were based on benefits received, while their property, 
as a measure of their abihty to pay, constituted the 
basis of the new imposition. Then there is the further 
disadvantage that the sources of revenue for state 
and community would be made identical, and reforms 
in the Prussian finances have properly aimed at separa- 
tion to the extent that that is possible, especially with 
a view to preventing impairment of the productivity 
of these taxes. For it cannot be denied that the higher 
the tax rate, the greater the number of evasions even 
in conscience disciplined Prussia. 

In addition to the revenues which the communities 
receive from the regularly recurrent taxes, the payments 
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which take the form of fees and special assessments 
are important sources of income. Here again the 
K. A. G. opens a very wide field to the operation of the 
principle of payment in accordance with benefits 
received. For public expenditures bringing especial 
advantages to business men or property owners special 
contributions may be required and must be collected 
if otherwise the costs, including interest and amortisa- 
tion payments on the capital sum expended, would have 
to be met by taxes.^ Assessments for street construc- 
tion, sewage extensions, etc., are the most conmion 
form of payment. A rather unusual extension of the 
principle of special assessment for the use of the streets 
is found in Frankfort, where certain concerns engaged 
in heavy hauling operations, for example, several 
breweries and a flour mill, contribute to the cost of 
upkeep.^ The practice is unquestionably justified, 
for why should the community defray all the costs of 
repairs, hastened by the continuous use of the streets 
by private individuals and private companies ? 

The design of Frankfort to assess fire insurance 
companies for partial defrayal of the costs of the 
city fire department did not materialize,' as it was 
felt to be a too far-reaching extension of the principle 
of assessment. 

The K. A. G. also aims to bring about a develop- 
ment of the fee system for the use of public institutions, 
and, indeed, such fees are made obligatory in case 
particular individuals or classes are especially advan- 
taged {i. e. providing the latter have not been pre- 
viously forced to defray a part of the costs through 

1 K. A. G , I 9. 

' Hausbalts-Flan, 1910-11, aection, Tiefbauamt, contributions from companies for 
the use of city streets 3,965 m.. Breweries, 3,581 m , Flour and bread, 300, total, 
3,881 m. 

' Adickes-Woell edition, K. A. G., note 2 to § 9. 
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special assessments or taxes). ^ The fees are to be 
fixed in advance according to a set scale. A considera- 
tion of persons without means is permissible (nicht 
ausgeschlossen). The chief administrative court of 
appeal (Oberverwaltungsgericht) in interpreting this 
clause ruled, nevertheless, that a grading of fees for 
the same services according to ability to pay or other 
standards was not permissible. This decision led to 
the passage of a declarative law which stated that it 
was permissible to grade the fees according to abiUty 
to pay, even to the point of entirely freeing certain 
individuals from payment. Another decision of the 
court (March, '07) gave a restricted meaning to the 
declarative law also. It was held that a reduction 
of the normal ^ tariff may be made, but not an increase 
according to increasing ability to paj'-, i. e. the payment 
may be reduced below the value of the service by a 
degression, but it cannot be increased by a progression 
exceeding the value of the service.' 

The raising of fees is not obUgatory in the case 
of schools for elementary instruction, of hospitals, nor 
in general for institutions intended primarily to meet 
the needs of the poorer classes. For those attending 
the higher schools a payment is, however, compulsory 

' In the caae of communal institutions or undertakings which especially benefit 
a particular section or a particular class of citizens, heavier tax impositions may take 
the place of fees or assessments Of. K A. G., § 20. 

Heavier taxation of individual industrial or commercial establishments may also be 
permitted. 

The principle is even extended to interconununal relationships and it is provided 
that whenever a community through its industries, etc , is the cause of the imposition 
of extra and unusual burdens upon a neighboring community, it can be forced to 
contribute to the resultant extraordinary disbursements K A G., § 53. 

2 The normal tariff as defined in the K. A G. , § 4 — 

The rates are, as a rule, to be so fixed that the costs of administration and upkeep, 
including the payments for interest and amortisation on the capital expended, are 
covered 

' It will later be apparent that the practice in Frankfort hardly conforms to this 
dictum. 
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and from this source Frankfort obtained in 1910-11 
fees (Schulgeld) amounting to 1,322,700 m. The 
city also collects hospital fees from those patients 
able to pay (in many cases the payments are made 
from sick funds) granting reductions to persons with 
incomes under 2,100 m. Minor fees are, of course, 
raised, for building inspection, for example, through 
the registry offices (Standesamter), the Gewerbe- and 
Kaufmannsgerichte, etc. But a further consideration 
of fees can best be discussed in connection with the 
various municipal public-service undertakings. 

Anna Youngman. 



